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WENZEL DOWNHOLE TOOLS LTD. 


REPORT TO THE SHAREHOLDERS 

| Corporate Profile 

| Wenzel Downhole Tools Ltd. is a ibading 
world-wide supplier of dowahole drilling 
tools and technology to the energy and 
trenchless construction industries. The 

if company, head- quartered in Edmonton, 

Alberta operates under four business 
units. The company's common stock 

trades on the Toronto Stock Exchange 

‘under the symbol WZL. 

The four business units are research and 
development, manufacturing, equipment 
rentals and product sales. Research and - 
development, and quality manufacturing 


are the basis of the growth of the other 


business units. New product design is 


che engine of growth for the future. 
Wenzel is committed to developing and 
providing value - added technologies for 
the drilling industry. 


Annual Meeting 


The annual meeting of the shareholders of Wenzel Downhole . 
Tools Ltd. will take place in the Social Room (35th fl) ‘ofthe. 
International Hotel, 220 4th Avenue S.W., Calgary, Alberta on e 
Monday, September 24, 2001 at 3:00 p.m. All shareholders ee 


encouraged to attend. 
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WENZEL DOWNHOLE TOOLS LTD. 


REPORT TO SHAREHOLDERS 
Business Growehe 


Wenzel accomplished it's goals for the seven months ended 
December 31, 2000. We strengthened our worldwide position 
through internal growth, research and development and new 
alliances. The Company broadened our strength in old markets.and 


established a presence in many new areas. 


The Company's Texas operation exceeded the revenue 
projections for the utility business. That business expanded to the 
point where we now offer a complete rig to drill bit package. 
Wenzel has begun to develop the next generation of technology 


for that business. 


The Australian acquisition was delayed due to a concern by 
management as to business potential. The utility market in 
Australia slowed more than in North America and Wenzel 
expanded it's due diligence process to ensure the Australian 


expansion still made sense. 


In November 2000, our Barbados subsidiary signed a 
distribution agreement with Scan Tech of Norway. The agreement 
resulted in Scan Tech distributing Alberta Wirecloth's shaker 
screens throughout the North Sea for a period of five years. This 
will result in many other Wenzel products being introduced to the 
area. The revenues from the distribution agreement will 


continuously increase over the life of the agreement and over time 


make international revenues more consistent quarter to quarter. 


During the year our Barbados office arranged a joint venture 
with a company based in Trinidad. The joint venture partner 
distributes drilling tools in South America and is expected to 


expand Wenzel's business in that region. 
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In December 2000, we were forced to cancel our distribution 
agreement with Smith International. Difficulties in reporting tool 
usage made the arrangement, as per the contract, unworkable for 
both parties. Wenzel took possession of the fect and now rents 
directly to Smith's area offices. A similar distribution agreement 
was arranged by our Barbados office with a smaller private 
company. Management expects a simplified revenue arrangement 


will make that contract easier to administer 


Finally our research and development department was 
extremely busy. The unit, expanded in 1999, continued work on 
many projects. wo of those projects were brought very close to 
the commercial test phase. One, the lateral drain hole technology, 


received patent approval during the period. 


Change of Year End 


Subsequent to the May 31, 2000 year-end, the corporation 
decided to change the year-end to December 31.This decision was 
based upon the desire to enable shareholders and analysts to 
more easily compare our results with our peers. Management 
believes that as we go forward the comparison will be beneficial 
to the Company's valuation. Because of the change the audited 
financial statements compare the seven months ended December 
31, 2000 to the year ended May 31, 2000. In order for the reader 
to review truly comparative periods, the following table, and 
subsequent discussion, compares the audited seven months 
ended December 31, 2000 to the unaudited seven months ended 
December 31, 1999. This comparison should enhance the 
reader's ability to assess the corporation's performance and 


future prospects. 


WENZEL DOWNHOLE TOOLS LTD. 
REPORT TO SHAREHOLDERS 


SUMMARY INCOME STATEMENT 


Seven Months Ended Year Ended 
December 31 December 31 May 31 
2000 1999 2000 
Audited Unaudited Audited 
Revenue $ 15,756,634 $ 10,873,529 $ 26,018,960 
Direct Costs 7,994,439 5,812,366 9,869,929 
Gross Profits 7,162,195 5,061,163 16,149,031 
Expenses 
General & Admin 3,094,377 1,281,312 4, 468, 034 
Interest on LTD 790,179 460,801 881, 168 
Product development 201,835 0 ST Ipaol 
4,086,391 1,742,113 5,120,759 
Income before Under-noted 3, 675, 804 3,319,050 10,428,272 
Other Revenue & Expenses 
Interest Income 8,197 0 0 
Gain (Loss) on Sale of Assets 158,418 0 0 
Depreciation & Amortization (2,686,329) (1,420,595) (2,758,174) 
2,519,714 1,420,595 2,158,174 
Earnings before Income Taxes 1,156,090 1,898,455 7,670,098 
Income Taxes 
Current (678,060) 0 291,256 
Deferred 467,418 712,319 965,731 
(210,642) 712,319 1,256,987 
Net Earnings $ 1,366,732 $ 1,126,076 $ 6,413,111 
Retained Earnings - Beginnings of Period 16,470,006 10,587,307 10,056,895 
Retained Earnings - End of Period $17,836,738 $11,713,383 $16,470,006 
Earnings per share (fully diluted) $ 0.042 $ 0.036 $ 0.204 
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“WENZEL DOWNHOLE TOOLS: LTD. 


MANAGEMENT’ Ss DISCUSSION AND ANALYSIS — 


Revenue 
i Revenue for ‘the seven moaths ended 
: eas a ve ua inaresee - 


a “December 31, 1999. Geographically revenue 


as split between Canada (53%), the United 
States (32%), and international sales (15%). 
: "Revenues in Canada were generated in the 
Q “oll and gas ‘papat United States revenues 
were primarily from the underground 
- construction. market. International jales 
were generated by the construction market 
jin Australia and by the oil and gas industry in 


: Europe, China, and South America. 
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Direct Costs and Gross Profit 


Direct costs were 51% of revenue in the current period 
compared to 53% i in the seven months ended December 31, 1999. 
This direct cost percentage generates gross margins in the 50% 
range which is the expectation for the company. The gross margin 
will vary annually, depending upon the mix of product sales and 
rentals in each period. Over the long term, however, the gross 


margin should average 50%. 


General and Administrative Expenses . 


General and: administrative expenses increased. to 19.6% of 
the total revenue for the period ended December 3 |, 2000 from 


| 1.8% in the period ended December 31, 1999.This increase was 


_a result of two primary operational changes. First, the company's 


allowance for bad debts was 3 1/2% of gross revenues. This was an 


unacceptable high charge for bad debt from a company that has 


had virtually no bad debt costs in the past. The increase was 
related to the rapid increase in sales in the construction market. 
Subsequent to year-end the Company instituted much tighter 


controls for both credit approvals and collections in all locations. 


WENZEL DOWNHOLE TOOLS LTD. 
MANAGEMENT’S DISCUSSION AND ANALYSIS 


Second, the acquisitions of the Texas operation, UTT and 
Alberta Wire Cloth accounted for additional G&A costs of 7% of 
total revenue. Subsequent to year end, the UTT and Alberta Wire 
Cloth subsidiaries were merged with the Parent Company. This 
will eliminate a significant amount of the G&A related to those 
subsidiaries on a go forward basis. A portion of the additional G&A 
from Texas operation is the cost to the Company of acquiring that 

| opération. This expense, equal to 5% of gross revenue in Texas, will 
continue until a maximum of $3,000,000 (US $) has been paid out. 
Although this has the effect of reducing income, the structure of 
the business arrangement was beneficial to the Company because 
monies are only paid for goodwill on the purchase of the Texas 
operation as the acquisition provides cash flow to the Company. 
This arrangement allowed the Company to acquire the operation 


without payment until cash flow was produced. 


Interest Expense and Long Term Debt 


Interest on long term debt increased substantially over the 
prior period. This is due to a significant increase in long term debt. 
The level of long term debt is well within the Company's ability to 
service that debt. Difficulties in raising funds for small cap 
companies in the public markets forced a choice between 
expansion with increased debt or a reduced rate of growth. 
Management believes that the continued growth and higher 
interest costs was the best way to increase the value of the 


Company for shareholders. 


Product Development 


Product development expenditures increased significantly 
during the period. Those costs will continue to increase as 
Management believes that research and development is the best 
way to expand the Company. Although not directly attributable 
to revenue in the short run, product development has created 
shareholder value that is not always reflected on the balance sheet. 
The new products are the basis of long term growth for 


the Company. 
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WENZEL DOWNHOLE TOOLS LTD. 
MANAGEMENT’S DISCUSSION AND ANALYSIS 


Depreciation and Amortization 


Depreciation and amortization increased by 89% to 
$2,686,329 for the seven months ended December 31, 2000 from 
$1,420,595 for the seven months ended December 31, 1999. This 
increase reflects the substantial increase in the Company's asset 
value. This constant increase year over year in rental fleet size 
means a continuous growth rate in our revenue stream. 


Working Capital 


v 


Changes to the working capital position were positive during 
the period. Accounts receivable increased by 30% which is 
consistent with the 45% increase in revenue. Inventories increased 
by 30%. The inventory increase represents the addition of shaker 
screens to inventory and the Company's preparation for expected 
activity in 2001. The Company slightly reduced the amount by 
which it had drawn down on the available revolving line of 
credit. Accounts payable increased by a small amount. The most 
significant increase in current liabilities was a 23% increase in 
the current portion of long term debt. That was consistent with 
the increase in long term debt during the period. In total, the 
34% increase in the Company's current ratio indicates a strong 


operating cash position. 


HA. qe . DSP ee, 


Henry Boychuk (signed) Donald Barber (signed) 
Chairman of the Board President, Treasurer 
and Chief Executive Officer 
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5 ee MRAWAILIALE TARI Cc i 
| IZEL VOWNAOLE TOOLS LID 
100i HIGHTLIGHTS FOR THE SEVEN MONTH PERIOD ENDED DECEMBER '31;.2000 


For the EB For the 

Seven Seven 

Months | Months 

Ended Ended 

| Dec-31 Dec-31 

Periods ended December3! and May 31, %change 2000 | 1999 


_ REVENUE (000’S) 45% 
NET EARNINGS (000’S) 11% 
| FULLY DILUTED EARNINGS PER SHARE 171% 
_ FULLY DILUTED CASH FLOW PER SHARE 31% 
EBITDA (000’S) 22% 
EBITDA PER SHARE 17% 
CURRENT ASSETS (000’S) 38% | 19,409 | | 13,799 
CURRENT LIABILITIES (000’S) 3% Be, 11,803 i 4 11,979 
CURRENT RATIO u%  1.64tol @ [Sto 
PLANT & EQUIPMENT (NET) (000’S) 44% | 28,871 i : 26,247 
INTANGIBLES (NET) (000’S) 66% | 10,688 | : 10,507 
TOTAL ASSETS (000’S) 44% : 58,968 | B 50,554 
SHAREHOLDER EQUITY (000’S) 4% 32,544 26,723 
RATE OF RETURN ON ASSETS 26% : 3.9% ; 14.7% 
RATE OF RETURN ON COMMON SHARE EQUITY 24% 5% : 32% 
LONG TERM DEBT TO EQUITY 54% 20 to | | i alemtout 
_ DEBT TO EQUITY 1% Be 45tol § B47 to | 


TIMES INTEREST EARNED 26% | 2Setowl i 8 to | 
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WENZEL DOWNHOLE TOOLS. ay 
MANAGEMENT’S REPORT. 


‘The hin financial statements and all information in 
~ the annual report are the responsibility of management. The: 
consolidated financial statements have been prepared by 
management in ‘accordance with generally accepted accounting 
principles. In the opinion of management, the financial statements 
‘have been prepared within acceptable limits of materiality and, 
when necessary, management has made informed judgements and 
estimates in accounting for transactions which were not complete 
at the balance sheet date. When alternative accounting methods 
exist, management has chosen those it deems most appropriate in 
the circumstances as indicated in the. notes to the consolidated 
-financial statements. Financial information contained elsewhere in 
3 the annual report has been prepared and reviewed by 
"management. to ensure it is consistent with the consolidated 


financial statements. 


Management maintains appropriate systems of internal 
- control. Policies and procedures are designed to give reasonable 
“assurance that transactions are appropriately authorized, assets 
are protected and financial records are properly maintained to 
provide reasonable assurance that financial information is relevant 


and reliable: 


The Board of Directors is responsible for ensuring that 
management fulfills it's responsibilities for financial reporting and is 
ultimately responsible for reviewing and approving the financial 


statements, principally through it's Audit Committee. 


The Audit Committee is appointed by the Board of Directors. 
The Committee meets regularly with management, as well as 
the external auditors, to discuss internal controls over the 
financial reporting process, auditing matters and financial 
reporting issues, to satisfy itself that each party is discharging 
it's responsibilities and to review the financial statements and the 


external auditor's report. 
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Grant Thornton, LLP an independent firm of Chartered _ 


Accountants, has been engaged. as approved by a vote of 


shareholders at the Company's most recent annual general 
meeting, to audit the consolidated financial statements in 


accordance with generally accepted auditing standards and provide 


an independent professional opinion. 


” Donald Barber (signed) 
President, Treasurer 


Henry Boychuk (signed) 
Chairman of the Board 
and Chief Executive Officer 


WENZEL DOWNHOLE TOOLS LTD. 


AUDITORS’ REPORT 


TO THE SHAREHOLDERS OF 
WENZEL DOWNHOLE TOOLS LTD. 


We have audited the consolidated balance sheets of Wenzel 
Downhole Tools Ltd. as at December 31, 2000 and May 31, 2000 
and the consolidated statements of earnings and retained earnings 
and cash flows for the periods then ended. These _ financial 
statements are the responsibility of the Company's management. 
Our responsibility is to express an opinion on these financial 


statements based on our audits. 


We conducted our audits in accordance with generally accepted 
auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatements. An audit 
"includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall 


financial statement presentation. 


In our opinion, these financial statements present fairly, in all 
material respects, the financial position of the Company as at 
December 31, 2000 and May 31, 2000 and the results of its 
operations and cash flows for the periods then ended in 


accordance with generally accepted accounting principles. 


PP Iee: 


Calgary, Alberta Chartered Accountants 


March 20, 2001 
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WENZEL DOWNHOLE TOOLS LTD. 


CONSOLIDATED STATEMENTS OF EARNINGS AND RETAINED EARNINGS 


Period ended 


Revenue 


Direct costs 
| Gross profit 


Expenses 
General and administrative 
Interest on long-term debt 
Product development 


| Earnings before undernoted 


Other revenue (expenses) 
Depreciation and amortization 
Interest 
Gain on sale of equipment 


Earnings before income taxes 


Provision for income taxes (recovered) (Note 9) 
Net earnings 

Basic earnings per share 

Fully diluted earnings per share 


Weighted average number of shares 
Basic 


Fully diluted 


Retained earnings, beginning of period 


Net earnings 


Retained earnings, end of period 


See accompanying notes to the consolidated financial statements. 
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December 31, 


2000 
(214 days) 


15,756,634 
7,994,439 


7,762,195 


3,094,377 
790,179 
201,835 


4,086,391 
3,675,804 


(2,686,329) 
8,197 
158,418 


2,519,714 


1,156,090 
210,642 


1,366,732 
0.052 
0.042 


26,505,213 
32,496,054 


16,470,006 
1,366,732 


17,836,738 


May 31, 
2000 


(365 days) 
(Restated Note 3) 


26,018,960 
9,869,929 


16,149,031 


4,468,034 
881,168 
371,557 


5,720,159 
10,428,272 


(2,758,174) 


2,158,174 


7,670,098 
1,256,987 


6,413,111 
0.257 
0.204 


24,959,024 
31,399,024 


10,056,895 
6,413,111 


16,470,006 


WENZEL DOWNHOLE TOOLS LTD. 
CONSOLIDATED BALANCE SHEETS 


December 31, 


Assets 
Current 
Receivables 
Income taxes recoverable 
Inventories 
Prepaids 


Plant and equipment (Note 4) 
Intangibles (Note 5) 


Liabilities 

Current 
Bank indebtedness (Note 6) 
Payables and accruals 
Income taxes payable 


Current portion of long-term debt 


Long-term debt (Note 7) 
Future income taxes (Note 9) 


Shareholders’ Equity 
Capital stock (Note 8) 
Cumulative translation adjustment 
Retained earnings 


Commitments (Note II) 


On behalf of the Board 


SPT 


(Signed) “Donald Barber Director” 


See accompanying notes to the consolidated financial statements. 


2000 


11,839,902 
546,325 
5,565,918 
1,457,251 
19,409,396 


28,870,653 
10,688,280 


58,968,329 


4,409,466 
3,343,980 


4,049,952 
11,803,398 


8,290,829 
6,329,737 


26,423,964 


14,490,100 
217,527 
17,836,738 


32,544,365 
58,968,329 


(Signed) “Harvie Andre Director” 


(Restated Note 3) 


9,103,266 


4,244,384 
451,008 
13,798,658 


26,247,486 
10,507,486 


50,553,630 


4,513,466 
2,936,531 
1,249,555 
3,279,921 
11,979,479 


6,147,576 
5,703,970 


23,831,025 


10,232,356 
20,243 
1 6,470,006 


26,722,605 
50,553,630 
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WENZEL DOWNHOLE TOOLS LTD. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 


Periods ended December 31, 
2000 | 
(214 days) (365 days) 
(Restated Note 3) 


Increase (decrease) in cash 

Operating 
Net earnings 1,366,732 6,413,111 
Depreciation and amortization 2,686,329 2,758,174 
Gain on sale of equipment (158,418) - 
Future income taxes (Note 9) 467,418 965,731 


Translation adjustment 197,284 20,243 
4,559,345 10,157,259 


Change in non-cash operating working capital (Note 10) 6,452,934 330,722 


1,893,589 9,826,537 

Financing 
Issue of capital stock net of issue costs 4,121,194 775,000 
Proceeds from long term debt 4,875,271 5,663,874 
Repayment of long term debt 1,961,993 2,312,133 


7,034,472 4,126,741 
Investing 
Proceeds from sale of equipment 365,324 - 
Purchase of plant and equipment (4,451,978) (10,508,378) 
Acquisition of subsidiaries - (2,822,813) 
Purchase of patent rights 950,229 1,278,750 


5,036,883 
Net increase (decrease) in cash 104,000 (656,663) 


Bank indebtedness, 
Beginning of period 4,513,466 


End of period 4,409,466 


See accompanying notes to the consolidated financial statements. 
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WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


1. Nature of operations 


The Company is engaged in the design, manufacture, sale and 
rental of downhole drilling tools, primarily to the Canadian 
and international oil and gas industry. 


2. Summary of significant accounting policies 


The consolidated financial statements of the Company were 
prepared by management in accordance with Canadian 
generally accepted accounting principles. 


Principles of consolidation 


The consolidated financial statements include the accounts 
of the Company and its wholly-owned subsidiaries. All inter- 
company transactions have been eliminated on consolidation. 


Inventories 


Inventories are comprised of raw materials and finished 
goods. Raw materials are valued at the lower of cost, 
determined on a first-in, first-out basis, and replacement 
cost. Finished goods are valued at the lower of cost and net 


realizable value. 


Depreciation 


Depreciation is calculated at the following rates and bases 
designed to write-off the cost of plant and equipment over 
their estimated useful lives: 


Oilfield tools 10 years, straight-line 
Machinery and shop equipment 15 years, straight-line 
Other 4%-30% declining balance 


Intangibles 


The excess of the costs of investments in subsidiaries over 
the fair market value of the net assets acquired is recorded 
as goodwill and is being amortized on a straight-line basis 
over its estimated life of five years. The Company periodically 
compares estimated undiscounted future cash flows to the 
unamortized balance of goodwill. Should this comparison 
indicate an excess carrying value, the excess is charged to 
Operations. 


Patents are being amortized on straight-line basis over the 
life of the patents. 


Use of estimates 


The preparation of the financial statements in accordance 


with generally accepted accounting principles requires 


management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities at the date of 
the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual 
results could differ from and affect the results reported in 
these financial statements. 


Revenue recognition 


The Company recognizes sales revenue at the time of 
shipment of product. Rental revenue is recognized in the 
period the tools are used by customers based on short-term 
rental agreements. 


Income taxes 


Income taxes are recorded using the liability method of tax 
allocation. Future income taxes are calculated based on 
temporary timing differences arising from the difference 
between the tax basis of an asset or liability and its carrying 
value using tax rates anticipated to apply in the periods when 


the timing differences are expected to reverse. 


Foreign currency translation 


The subsidiaries in Barbados and Texas have been accounted 
for as self-sustaining foreign operations and has been 
translated using the current rate method. Cumulative gains or 
losses arising from the translation of the assets and liabilities 
of this operation are recorded as a separate component of 
shareholders’ equity. 


Earnings per share 


Basic earnings per share have been computed using the 
weighted average number of shares outstanding for the 
period. 


Fully diluted earnings per share have been calculated under 
the assumption that all stock options were exercised at the 
beginning of the period, or at the date of issue, if later using 
the imputed interest method. 


Financial instruments 


The Company’s financial instruments that are included in 
the balance sheets are comprised of receivables, bank 
indebtedness, payables and accruals and long term debt. 
Financial instruments are initially recorded at historical cost. 
If subsequent circumstances indicate that a decline in the fair 
value of a financial asset is other than temporary, the financial 
asset is written down to its fair value. 
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WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


2. Summary of significant accounting policies (cont’d) 


Financial instruments 
a) Fair value 


The fair value of the current financial instruments that are 
included in the balance sheet approximate their carrying 
amount due to the short-term maturity of those 
instruments. Fair value estimates are made at a specific point 
in time, are subjective in nature and involve uncertainties and 
matters of significant judgement. Changes in assumptions 


could significantly affect these estimates. ‘ 


The fair value of the Company's long term debt is estimated 
based on quoted market prices for the same or similar issues 
or on the current rates offered to the Company for debt of 
the same duration to maturity. The fair values of other 
financial instruments held by the Company are estimated 
primarily by discounting future cash flows using current rates 
for similar financial instruments under similar credit risk and 
maturity conditions. 


b) Credit risk 


The Company does not have a significant exposure to any 
individual customer. Concentrations of credit risk on trade 
accounts receivable are with customers in the oil and gas 
industry and are subject to normal industry credit risks. 


c) Interest rate risk 


The Company is exposed to interest rate cash flow risk to 
the extent that the bank loans are at a_ floating rate of 


interest. 
d) Foreign currency 


The Company operates primarily in Canadian and United 
States dollars. Its foreign exchange risk arises from the risk 
of fluctuation in exchange rates and the degree of volatility 
of these rates. 
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Stock option plan 


In accordance with a stock option plan offered by the 
Company, options are granted to certain officers and 
employees of the Company for the purchase of common 
shares. At the time of granting of options or issuance of 
shares, no expenses are accounted for. Considerations 
received at the time of exercising these options are 
accounted for in the capital stock. 


3. Restatement of comparative figures 


During the period the Company reviewed its method of 
accounting for its investment in the Conroe Texas operation. 
In the prior period the investment was accounted for as a 
joint venture utilizing the equity method. The investment is 
now accounted for as a self-sustaining foreign operation and 
has been consolidated. All intercompany transactions have 
been eliminated on consolidation. The operations have been 
translated using the current rate method. 


Certain assets and liabilities and revenue and expenses have 
been restated but there has been no impact on net earnings 
or retained earnings. 


Also during the period, the Company has adopted new 
recommendations of the CICA with respect to the 
calculation of income taxes using the liability method. This 
change has been applied retroactively with restatement 
effective June |, 1999 and the effect of these changes as at 


May 31, 2000 and for the year ended May 31, 2000 are: 


Intangibles $ 2,776,920 
Future income taxes $ 2,478,807 
Depreciation and amortization $ 298,113 
Income tax expense $ (113,269) 


WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


4. Plant and equipment 


Oilfield tools 
Machinery and shop equipment 
Other 


Oilfield tools 
Machinery and shop equipment 
Other 


5. Intangibles 


Patent rights 
Goodwill 


Patent rights 
Goodwill 


Cost 


31,148,608 
3,245,417 
1,185,316 


35,579,341 


Cost 


26,647,521 
3,254,69 | 
[1355922 


31,038,134 


Cost 


8,970,330 
3,415,733 


12,386,063 


8,020,101 
3,415,733 


| 1,435,834 


December 31, 2000 


Accumulated 
Depreciation 


$ 5,671,069 
775,135 
262,484 
$ 6,708,688 


Accumulated 
Depreciation 


$ 4,005,176 
629,822 
155,650 
$ 4,790,648 


Accumulated 
Amortization 


$ 1,279,380 
418,403 


1,697,783 


Accumulated 
Amortization 


$ 908,448 
19,900 


928,348 


Net Book 
Value 


$ 25,477,539 
2,470,282 
922,832 


$ 28,870,653 


May 31, 2000 
Net Book 
Value 

(Restated) 

$ 22,642,345 
2,624,869 
980,272 


$ 26,247,486 


Net Book 
Value 


$ 7,690,950 
2,997,330 


$ 10,688,280 


May 31, 2000 
Net Book 
Value 

(Restated) 

$ 7,111,653 
3,395,833 


10,507,486 


$ 


In 1998, the Company acquired the patent rights to certain downhole motors, short radius motors, shock tools and other 


related equipment for the purchase price of $3,600,000 plus an amount equal to 4% of the gross sales, rentals and internal 


usage of any apparatus based on the proprietary interest acquired over the life of the patents. As consideration, the Company 
issued the vendor 2,900,000 common shares at a price of $0.40 per share and 6,100,000 preferred shares at a price of $0.40 


per share. Any amounts due as a result of the purchase price adjustment is to be paid the month following the month of the 


sale or rental. 


As at December 31, 2000, included in payables and accruals is the amount of $412,184 (May 31, 2000 - $244,361) owing to 


the vendor for the 4% fee. 
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WENZEL DOWNHOLE TOOLS LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


6. Bank indebtedness 


The Company has arranged a line of credit with a chartered bank to a maximum of $7,400,000, of which $1,964,000 was 
unused at December 31, 2000. The bank indebtedness bears interest at bank prime plus 1%. As security, the Company has 
provided by an assignment of receivables and a general security agreement. 


7. Long term debt 


December 31, May 31, 
2000 2000 
(Restated) 
Non-revolving demand term loans, bearing interest 
at Bank of Montreal prime rate plus |.5%, due at 
various dates to December, 2005, repayable in 
monthly instalments of $348,000 plus interest. As 
security, the lender has a first charge on all assets 
of the Company $ 12,215,669 9,283,379 
Term loan, bearing interest at 10% per annum, payable 
in blended monthly payments of $1,900. As security, 
the Company has provided a mortgage against the 
Texas property 125,112 144,124 
12,340,781 9,427,503 
Less current portion included in current liabilities 4,049,952 3 209921 
$ 8,290,829 6,147,576 


Principal repayments for the next five years are summarized as follows: 


2001 $ 4,049,952 
2002 2,897 544 
2003 2,176,184 
2004 241037 k 
2005 1,106,730 


8. Capital stock 


Authorized 
Unlimited common voting shares 


Unlimited number of preferred shares, issuable in series 


Of the preferred shares authorized, 6,100,000 has been designated Series | preferred shares which are non-voting, non- 
redeemable or retractable and convertible into common shares under certain conditions on the basis of | common share for 
each preferred share. 
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WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 3! , 2000 


8. Capital stock (Continued) 
Issued: 


i) Common shares 
Balance, beginning of period 


Conversion of preferred shares 
Conversion of special warrants 
Issued on exercise of options 
Issued on acquisition of 

: corporations 
Issued to others 


Balance, end of period 


ii) Preferred shares 
Balance, beginning of period 


Conversion to common shares 


Balance, end of period 


Stock options: 


Number 
of Shares 


25,426,124 


1,500,000 
2,571,800 


29,497,924 


6,100,000 
1,500,000 


4,600,000 


December 31, 2000 


Amount 
$ 7,792,356 


600,000 
4,257,744 


12,650,100 


2,440,000 
600,000 


1,840,000 
$ 14,490,100 


Number 
of Shares 


24,226,940 


400,000 


299,184 
500,000 


25,426,124 


6,100,000 


6,100,000 


$ 


May 31, 2000 


Amount 
6,444,336 


150,000 


573,020 
625,000 


7,792,356 


2,440,000 


2,440,000 
10,232,356 


A summary of the status of the equity incentive plans as at May 31, 2000 and December 31, 2000 and changes during the periods 


then ended is presented below: 


Outstanding at May 31, 1999 


Granted 
Exercised 
Cancelled or expired 


Outstanding at May 31, 2000 


Granted 
Exercised 
Cancelled or expired 


Outstanding at December 31, 2000 
Exercisable at December 31, 2000 


Options 
Outstanding 
760,000 


25,000 
(400,000) 


385,000 
375,000 


760,000 
255,000 
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Range of 
Exercise 
Price 


$0.10-$1.24 


$2.00 
$0.10-$0.30 


$0.30-$2.00 
$2.00 


$0.30-$2.00 
$0.30-$2.00 


Weighted 
Average 
Exercise 


$0.63 


$2.00 
$0.38 


$0.98 
$2.00 


WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


8. Capital stock (Continued) 


Options outstanding at December 31, 2000 are as follows: 


Number 
Expiry Date Outstanding 
September |, 2001 100,000 
April |, 2003 100,000 
April |, 2003 160,000 
January |, 2005 25,000 
September |, 2005 375,000 


Special warrants: 


Number 
Exercisable 


100,000 
50,000 
80,000 
25,000 


Exercise 
Price 


$0.30 
$1.00 
$1.25 
$2.00 
$2.00 


Remaining 
Contractual 


Life (Years) 


0.75 
Zeno 
225 
4.00 
475 


During the current period, the Company issued 2,571,800 special warrants at a price of $1.75 per special warrant for total 


gross proceeds of $4,500,650 (before issue costs of $379,456 and future income taxes on issue costs of $136,550). Each 


special warrant was converted, without additional payment, into one common share of the Company and half a warrant of the 


Company. As at December 31, 2000 there are 1,285,900 warrants outstanding. Each full warrant entitles the holder to 


purchase one common share of the Company at a price of $2 per share until October 28, 2002. 


9. Income taxes 


Income tax expense differs from the amount which would be obtained by applying the basic combined Federal and Provincial tax 
rate to the respective periods earnings before income taxes. These differences result from the following items: 


Expected income tax rate at 44% (May 31, 2000 — 45%) 
Increase (decrease) resulting from: 
Difference between statutory rates in Canada 
and rates applicable to the foreign subsidiaries 
Manufacturing and processing deduction 
Effect of prior year re-assessments not previously 
recorded 
Amortization of goodwill 
Other 
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December 31, 
2000 


$ 508,680 
(440,040) 


(524,939) 
175,341 


$ 


$ 


May 31, 
2000 
(Restated) 


3,451,544 


(2,201,100) 
(236,017) 


8,640 
233,920 
1,256,987 


WENZEL DOWNHOLE TOOLS LTD. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS - DECEMBER 31, 2000 


9. Income taxes (Continued) 


Current (recovery) 
Future 


Significant components of future tax assets and liabilities are as follows: 


Future tax assets 
Losses and other deductions 


Future tax liabilities 
Plant and equipment 
Intangible 


December 31, 
2000 


May 31, 


(Restated) 


$ 291,256 
965,73 | 


$ (678,060) 
467,418 


1,256,987 


December 31, 
2000 


May 31, 


(Restated) 


113,040 30,046 


3,674,035 
2,768,742 


3,088,615 
2,645,401 


6,442,777 


5,734,016 


6,329,737 5,703,970 


10. Supplemental cash flow information 


Change in non-cash operating working capital 


Receivables 

Inventories 

Prepaids 

Payables and accrued liabilities 
Income taxes payable 


Interest paid 


Income taxes paid 


December 31, May 31, 


2000 


(Restated) 


$ (2,736,726) § $ (1,350,821) 
(1,321,534) 626,760 
(1,006,243) (203,429) 


407,449 1,690,311 | 


830,414 


881,168 


1,115,923 1,511,004 
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WENZEL DOWNHOLE TOOLS LTD. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENT - DECEMBER 31, 2000 


11. Commitments 
Leases 


The Company leases certain equipment under operating leases. The annual lease payments are as follows: 


2001 $ 3,312,000 
2002 1,734,000 
2003 483,000 
2004 57,000 
2005 49,000 


Acquisition of subsidiary 


During the current period, Wenzel Downhole International Inc., a subsidiary of Wenzel Downhole Tools Ltd., signed a memo 
of agreement to purchase 50% of Queensland Drilling Sales, located in Queensland, Australia, for a price of $625,000 Aus. Final 
agreements have not been executed. 


12. Segmented information December 31, May 31, 
2000 2000 
(Restated) 
Geographic information 
The following table provides information about the geographic segments: 
Revenue 
Canada $ 8,273,687 $ 13,404,895 
United States 5,017,783 2,682,236 
International 2,465,164 9,931,829 
$ 15,756,634 $ 26,018,960 
Capital assets and Goodwill 
Canada $ 29,132,329 $ 26,589,660 
United States 2,732,004 3,053,659 
International 3,650 - 
$ 31,867,983 $~ 29,643,319 


The Company is viewed as a single business segment involving oilfield tool manufacture, sale and rental for purposes of internal 
performance measurement and resource allocation by the Company’s chief operating decision maker. All revenues are derived 
from this product group. 


There were no sales or rentals to any one customer that exceeded 10% of total revenue in the period ended December 31, 
2000 or May 31, 2000. 


DecemBER 31, 2000 ANNuAL ReEPorRT WENZEL DOWNHOLE Toots Ltp 20. 


WENZEL DOWNHOLE TOOLS LTD. 
CORPORATE INFORMATION 
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